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Kuwait: Key Economic Indicators 
(All values in millions of US $ 
unless otherwise indicated) 


Income and Production: 1983 1984 1985 

GDP at current prices: 21,336 21,716 21,800 
Per Capita GDP ($) 12,761 13,160 13,100 
Crude Oil Production (mil bpd) 1.05 Ts Ps 
Natural Gas Utilized (bil cu ft) 171 183 N/A 
Refinery Production (mil bbl) 173 176 N/A 
Electric Power (mil kw) 12,499 13,894 N/A 
Desalinated Water (mil Imp gal) 31,472 34,519 N/A 
Fertilizers (000's met. ton) 585 614 N/A 


Money and Prices 

Money Supply (M1) 3,821 3,089 2,970 
Quasimoney (M2-M1) 11,161 12,111 11,897 
Wholesale price Index ('72=100) 209.8 N/A N/A 
Cost of Living Index ('78=100) 138.7 140. 142. 
Exchange Rate: 1 Kuwaiti Dinar $3.43 $3. $3. 


Balance of Payments and Trade 

Exports and Re-exports 11,356 12,058 11,300 
of which oil 9,945.2 10,398 8,500 
Imports (CIF) 7,811 6,982 7,000 
Trade Surplus 3,545 5,075 4,300 
Current Account Surplus 4,590 5,700 6,000 
Imports from the U.S. 741.3 635.5 550 
Exports to the U.S. 139.1 280.1 198. 
U.S. Trade Surplus 602.2 355.4 352. 


na—- Ooammammmmnm 


Principal U. S. Exports: Autos, parts and equipment; trucks, trailers 
buses; A/C and refrigeration equipment; construction machinery and 
equipment; aircraft. 


Public Finance 83/84 84/85 85/86 
(FY runs July-June) (Actual) (Budget) (Budget) 


Revenues 15,197 14,719 14,563 
Oi] 9,958 9,786 9,498 
Non-oi ] 851 1,056 1,065 

Investment Income 4,388 3,877 4,000 


Outlays 11,133 13,208 12,790 
Expenditure 9,950 12,023 11,632 
current 7,115 8,789 8,771 
deve lopment 2,079 2,730 2,aa0 
land purchase 756 504 508 
Capital Allocation 1,183 1,185 1,158 
Fund for Future Generations 1,081 1,084 1,056 
Kuwait Fund 102 101 102 


Surplus: 4,064 1,511 1,773 


Sources: Central Bank of Kuwait: Quarterly Statistical Bulletins 
Monthly Review (various) 
Ministry of Planning: Annual Statistical Abstract: 1985 
U. S. Foreign Trade Statistics, Bureau of the Census 
U. S. Department of Commerce 
E is Embassy's Estimate 





INTRODUCTION AND SUMMARY 


Wealthy Foundations: With its oil-based economy, Kuwait 
remains one of the wealthiest countries in the world, even 
though it has not fully recovered from reverses suffered in the 
early 1980's. With the continuation of the Iran-Iraq war and 
reduced oil revenues, national income remained well below its 
1980 peak. Per capita GDP, however, held steady last year at 
about $13,100, compared to a 1980 high of $20,000 and a 1982 
low of $12,700. Weakness in the oi] sector overcame moderate 
growth in the non-oil sector to produce no change in the 
overall economy and an inflation rate below one percent. 


Kuwait's prosperity appears guaranteed well into the future. 

It has the second largest oil reserves in the free world (up to 
100 billion barrels) and production costs among the lowest in 
the world (about $1 per barrel). Reserve funds continued to 
grow, topping $80 billion in 1985 even though the government 
ran a deficit. As a result of prudent investment policies, 
income from invested reserves is proportionately larger than in 
other Gulf states. It reached 70 percent of oil revenues in 
fiscal 1983, before dropping below 50 percent in the past two 
years. 


Economic Problems: Although Kuwait's overall, long-term future 
seems secure, there are problems in various sectors over the 
short term. Activity in the private sector - about one third 
of the economy - remains slow. The financial and banking 
sector is still trying to sort out the fallout from the crash 
of the extra-official Souk Al-Manakh stock market and the 
resultant decline in stock and real estate values. With 
Kuwaitis making up only about 19 percent of the work force, the 
country is heavily dependent on expatriate labor. Much of the 
economy will be limited as the government copes with diminished 
revenues and tries to reduce the extensive system of consumer 
subsidies. 


Oil production peaked at 2.5 million barrels per day (bpd) in 
1979, then dropped precipitously to 825,000 bpd before 
stabilizing around one million bpd over the past three years. 
Crude exports, after peaking at 2 million bpd in 1979, have 
bounced up and down, reaching only 340,000 bpd in 1985. The 
price of Kuwaiti crude, $35.50 per barrel in 1981, dropped to 
$27.30 in 1983 and held at that level until OPEC decided to 
defend the market share rather than price late last year. 





While refinery production and product exports have regained 
earlier levels, the overall decline in production and prices 
has kept oil revenues at nearly half their peak. Nevertheless, 
the government-owned Kuwait Petroleum Corporation (KPC), 
emblematic of the country's fundamental strength in petroleum, 
has continued expanding up and downstream, at home and abroad, 


competing with the giants of the industry as a major integrated 
oil company. 


The Iran-Iraq war, now in its sixth year, has also affected the 
Kuwaiti economy negatively. It has damaged confidence, 
devastated the important re-export trade and brought attacks on 
tankers and other vessels in the Persian Gulf. 


Business Prospects: Given the slowed pace of business and 
development spending and the almost non-existent re-export 
market, the Kuwaiti commercial outlook is somewhat bearish. On 
the other hand, in this consumption oriented society, a 
substantial level of business activity continues, and a surge 
of re-export activity could occur if Iran and Iraq turn to 
rebuilding their economies after an eventual end to the Gulf 
War. U.S. firms should consider establishing or renewing long 
term relationships with Kuwaiti trading partners in order to be 
ready when trade turns up again. The decline of the dollar now 
permits more effective competition against the European and 
Japanese firms that had previously taken sales from U.S. firms 
on price. Besides pricing their goods and services 


competitively, U.S. firms should focus on areas of technology 
or expertise where the U.S. has a clear advantage. These 
include equipment for electric power generation and 
distribution; medical services; oil, gas and petrochemical 
development; telecommunications; specialized computer hardware 
and software products; security systems; environmental 
protection and solar energy. 


Foreign firms will face greater challenges on major project 
work, such as housing and roads, from increasingly large and 
sophisticated local firms. These firms will still use foreign 
subcontractors on more complicated projects, and joint ventures 
with Kuwaiti firms can offer significant advantages to U.S. 
firms interested in projects. There are additional 
opportunities for joint ventures with Kuwaiti partners in third 
countries in the context of Kuwaiti development assistance and 
foreign investment activities. 





PETROLEUM SECTOR 


Production, Exports and Revenues: Kuwait's proven oil 
reserves, second only to those of Saudi Arabia and the Soviet 
Union, are estimated at between 66 and 100 billion barrels. At 
1985 production levels, these reserves would last more than 200 
years. Under OPEC's production restraint policy, which Kuwait 
has observed, its production quota was reduced to 900,000 bpd 
in November 1984. When OPEC decided to defend market share 
rather than price in late 1985, Kuwait gradually allowed 
production to increase above the quota amount. Total 
production for 1985, including Kuwait's share of Divided Zone 
production, reached about 1.07 million bpd. In the first 
quarter of 1986 it was over 1.3 million bpd. 


Since Kuwait did not discount its crude from the official 
price, crude exports in the soft oi] market of 1985 slipped to 
340,000 bpd, the lowest in a number of years. Product exports, 
however, are moving steadily upwards and for FY84/85 exceeded 
450,000 bpd. While Kuwait's principal market for product and 
crude is the Far East, a substantial share of both are moving 
to and through KPC's refining and marketing outlets in Europe. 


In FY84/85 Kuwait's oil revenues declined some 15 percent to 
$8.4 billion as the oil glut generally pushed crude prices 
downward on the spot market. Though Kuwait did not discount 
its crude, little sold at the official price. All its product 
exports, however, plus crude exports to KPC's refineries in 
Europe were, in effect, sold on a netback basis since the 
ultimate value of the crude depended on the price obtained for 
product sales. Kuwait originally projected FY85/86 oil 
revenues to exceed $9 billion again, but the price collapse has 
forced a substantial revision. The FY86/87 budget projects 
less than $6 billion in oi] earnings. 


Domestic Developments: During FY84/85 an extensive program of 
drilling was carried out in various onshore fields in Kuwait. 
In January 1985 the focus began to shift, from exploration 
drilling of deep formations in several existing fields to 
development drilling in the new Marrat formation. Work 
continued on the $4.3 billion expansion of capacity/upgrade at 
Mina Abdullah and Mina Ahmadi refineries. The Mina Ahmadi 
upgrade was completed last year and the refinery's formal 
inauguration took place during the 25th anniversary 
celebrations in February 1986. Plans for the construction of a 





62,000 t/year polypropylene plant were completed during the 
year and licensor negotiations begun. The target for 
completion is first quarter 1988. 


Foreign Developments: KPC made no significant additions to its 
overseas refining/marketing capabilities, although it bid 
unsuccessfully on a refinery and related outlets in the U.S. 
The Petrochemical Industries Company (PIC) subsidiary of KPC, 
however, moved ahead on three joint ventures in the fertilizer 
field. In February 1985 an agreement was signed with Tunisia 
and China on a tripartite joint venture fertilizer plant in 
China. May 1985 saw the signing of a joint venture agreement 
on a fertilizer plant at Mersin, Turkey, while the capital of 
SIAPE (a Tunisian company with 50 percent Kuwaiti ownership) 
was doubled in order to finance a large new superphosphoric 
acid plant. KPC's foreign exploration subsidiary, KUFPEC, was 
active in 13 countries world-wide, and its Santa Fe subsidiary 
was laying pipe, exploring and developing fields in the North 
Sea, Gulf of Mexico and Middle East, and constructing plants in 
Kuwait, Rotterdam and Trinidad. 


NON-OIL SECTOR 


Early in this decade, Kuwait's economy experienced a 
precipitous decline before levelling off, with little or no 
real growth over the past three years. Plunging oil revenues 
were the primary cause or a 28 percent reduction in GDP between 
1980 and 1982, while limited growth since then has resulted 
from other factors that exacerbated the impact of weakened oi] 
revenues. These include the fall in re-exports as a result of 
the Iran-Iraq war and the completion of major infrastructure 
projects and port facilities in Saudi Arabia and the collapse 
of the extra-official Souk Al-Manakh stock market in 1982. 


Facing Budgetary Realities: Although budgetary outlays have 
stabilized and even declined over the past three years, the 
government has had to turn to the General Reserve Fund to cover 
budgetary deficits (the shortfall between expenditures and oi] 
revenues plus taxes and fees but not including investment 
income). In FY85/86 (July 1-June 30), government outlays were 
budgeted at $12.8 billion and a deficit of $2.2 billion was 
projected. In the recently reported draft budget for FY86/87 
total outlays will fall to $11.4 billion, but because of the 
oil price war's impact on revenues, the deficit is projected at 
$4.5 billion. Although investment income has run around $4-5 





billion recently, not all of it is legally available to cover 
budget deficits and some drawdowns of reserves may ensue. 


There is increasing discussion about reducing the deficit 
through cutting back on the extensive subsidies on governemnt 
services and consumer goods, both unilaterally or as a part of 
an agreement on levels of subsidies within the Gulf Cooperation 
Council. A major increase in electricity rates (a kilowatt now 
costs all consumers 2 fils, less than one cent or 1/14 of the 
production cost), originally scheduled for April 1 has now been 
Slipped to July. Raising or imposing fees on health care and 
education, at least for expatriate residents, is alsoa 
distinct possibility. 


While the government tries to keep spending within the limits 
of oil revenues, the deficit budgets of the past few years 
reflect a government decision to cushion the oil recession by 
using capital built up during the boom years. The current and 
projected budgets provide less of a cushion than the private 
sector hoped for, and reflect the austerity aims of reducing 
waste, subsidies and the number of expatriate workers as well 
as generally adjusting to the reality of less affluent times. 


Distributing Petrodollars: For FY85/86, development spending 
is projected at $2.35 billion, while the draft FY86/87 budget 
allocates a slightly reduced $2.12 billion. Much of this is 
destined for the completion of major projects already underway, 
such as the $340 million Islamic Conference Center, some road 
projects, etc. In view of the extensive development that has 
already occurred, it is becoming more difficult to identify 
additional major public works projects, and housing and some 
social service facilities are expected to make up the bulk of 
new projects. Allocations for purchases of land, another means 
for distributing wealth, are expected to reach $508 million in 
FY85/86, but only $421 million in the following year. 


Balance of Payments Still Favorable: In addition to oil, 
Kuwait is an exporter of capital, both in the form of earnings 
repatriated by its large expatriate labor force and through 
public and private foreign investment. Trade and current 
account surpluses have plunged since 1980, but still remain 
firmly in the black. Net investment income did not drop so 
sharply because the government's two principal reserve funds, 
the General Reserve and the Fund for Future Generations, had 
grown so rapidly through capital contributions and reinvestment 





of earnings. The Fund for Future Generations, now above $40 
billion, will continue to grow because neither principal nor 
income can be spent and 10 percent of government budget 
revenues must be deposited each year. The General Reserve, 
whose capital and income can be drawn on for budget deficits, 
still stood at some $39 billion in mid-85. 


The Gulf Cooperation Council, which includes Bahrain, Kuwait, 
Oman, Qatar, Saudi Arabia and the United Arab Emirates, has 
adopted a common external tariff and is moving toward duty free 
trade within the area. It is also moving toward free movement 
of capital and of indigenous, though not expatriate, labor. 

The eventual goal is to integrate the six economies completely. 


Foreign Investment Strength: Given Kuwait's small size and 
great wealth, foreign investment basically flows out rather 
than into the country. In 1984 the Kuwait Investment Authority 
(KIA) was set up to manage-the country's reserve funds. KIA 
sets policy and selects the agents to handle the day to day 
investment activities. Most of its funds are abroad, mainly in 
the United States and Western Europe, with over half in dollar 
denominated investments. 


Kuwait traditionally favors equity investment over bonds and 
money market instruments. At the present time, however, it may 
be shifting the balance toward fixed rate instruments in order 
to realize at least part of the gains achieved in its equity 
investments. To avoid disclosure requirements, such as that of 
the U.S. Securities and Exchange Commision on holdings of 5 
percent or more, Kuwait has generally spread its equity 
investments among many foreign companies rather than purchasing 
large blocks of selected companies. 


Other Kuwaiti agencies, both public and private, have 
substantial foreign holdings. In the current sluggish economy 
and with the speculative Souk Al-Manakh out of existence, there 
is a dearth of attractive investment opportunities on the 
domestic scene. 


Spotlight on the Banks: In the aftermath of the Souk Al-Manakh 
crash, Kuwaiti commercial banks were left with a significant 
volume of non-performing loans. In 1985 the Central Bank 
imposed a loan classification system on the banks, requiring 
them to list all loans on the basis of how long they had been 





non-performing and to make provisions of varying amounts up to 
100 percent on each of the loan categories. Despite fairly 
widespread concern about the ability of some banks to do this 
and survive, the crisis appears to have passed, at least for 
the moment, but blood has been spilt. In 1985, only three 
banking institutions, National, Al Ahli and Kuwait Real Estate 
Bank, paid cash dividends, and profits after allocation to 
reserves for bad debt were down. 


Notwithstanding domestic difficulties, or perhaps in spite of 
them, several of the banks have been more active 
internationally. Three of them have facilities in New York 
(Commercial, Gulf and National) and several are found in 
London, Singapore and Hong Kong. International lending is 
taking a greater share of their portfolios. 


Foreign Assistance Remains High: Kuwait's contribution to 
development assistance remains high despite falling revenues 
and budget cuts. Most assistance comes through the Kuwait Fund 
for Arab Economic Development, directly from the Fund's capital 
or as government funds administered by the Fund. In FY84/85 
the Fund committed some $221 million in new loans, the lowest 
amount in several years. This was not because of resource 
constraints but because beneficiary countries could not come up 
with enough viable projects. Future government budget cuts 
should have no impact on the Fund's lending - income on 
investment of paid-in capital plus re-payment of prior loans 


could support a lending program in excess of $350 million per 
year. 


IMPLICATIONS FOR U.S. BUSINESS 


Commercial Outlook: The commercial outlook in Kuwait will 
remain guarded for the next year and beyond. The more cautious 
approach to spending, along with declining oil revenues, the 
Iran-Iraq war and the unresolved stock market muddle have 
retarded the pace of business, and the basis for an upsurge is 
not yet in sight. The war has virtually eliminated (Iran) and 
drastically reduced (Iraq) as two formerly steady and 
profitable re-export markets. Once the conflict ends, the Iran 
and Iraq markets are expected to revive gradually. Although 
demand for consumer goods and for priority goods to rebuild 
damaged port and oil facilities should pick up quickly, low oil 
revenues will not provide the foreign exchange needed for a 
major spending spree. 
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Focus on Development Spending: The government budget is the 
major propellant of domestic business activity and the level of 
development spending will continue to govern the pace of 
business over the longer term. In the past two budgets the 
government of Kuwait has tried to maintain a high level of 
development spending in order to boost a sluggish economy. In 
FY84/85 some $2.2 billion was spent on development projects, 
while the FY85/86 budget provides for spending $2.35 billion. 
Although the FY86/87 budget proposes a somewhat reduced $2.13 
billion, the impact on the domestic economy is expected to be 
stronger, since the focus will be on projects with a high 
benefit to the economy and with a high local content of goods 
and services. Development spending will concentrate on 
essential services, with emphasis on completion of projects 
already begun and new ones in the areas of housing, roads and 
public utilities. Greater emphasis will be placed on repair 
and maintenance of existing facilities and equipment. Despite 
the slowdown and conservative attitude toward spending, there 
is a sufficient volume and variety of projects in Kuwait to 
attract international contractors, consultants and suppliers. 


U.S. Market Position: With recovery expected to be slow for 
the next year or more, the market will remain conservative and 
highly competitive. However, there is some hope for a 
turnaround in U.S. market share from the decline of the past 
two years. For the last few years the American market share 
has been around 13 percent of imported goods and services, 
consistently behind the Japanese at 21 percent. In 83/84 West 
Germany moved into second place, pushing the U.S. into third 
place just ahead of the U.K. Traditional U.S. export strength 
has been in passenger automobiles, auto spare parts, air 
conditioning equipment and industrial machinery (including oil 
and gas field equipment and services). Despite the 
competitiveness of the market, the American position has, on 
the whole, been strong. Two recent developments which may 
strengthen U.S. market share are the decline of the dollar 
which will permit more effective price competition, and the 
plans of Ford Motor Company to return to Kuwait and reestablish 
its market position following its removal from the Arab League 
Boycott list. 


Prospects for U. S. Business: To cope with the tightening 
Kuwaiti market, U.S. firms must offer competitive prices and 
good service. American firms may also do better in areas where 
U.S. products or services have a technological edge and where 
American expertise and "name brands" are respected. Prices 
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must be right, and the weaker dollar shouid help them to be 
so. Oil field equipment and services, electric power 
generation and distribution, telecommunications, computer 
hardware and software products, security systems and medical 
equipment are promising markets for American firms. In 
addition, there are areas of more specialized technology which 
are of growing interest to the Kuwaitis, such as expertise and 
equipment in the fields of environmental protection and 
alternative energy. More traditional products such as 
foodstuffs and apparel also have potential if competitively 
priced. 


Americans may also be able to take advantage of Kuwait's 
aggressive foreign investment policies and aid to developing 
countries as a vehicle for formulating joint ventures with 
Kuwaiti firms in the United States and in developing 

countries. In the past year the Embassy has sponsored two 
reverse-investment seminars in Kuwait: Invest in the U.S.A., a 
technical "how to" expose on investment in the U.S. as a whole, 
and Invest in Philadelphia, which focussed on investment 
opportunities in the Philadelphia region. Both were favorably 
received and new business was generated. The Embassy plans to 
hold additional seminars and is seeking sponsors from other 
regions of the U.S. 


Arab Boycott Complication: Kuwait's adherence to the Arab 
League boycott of Israel may inhibit or prevent some American 
firms from doing business with Kuwait. Some American companies 
are already boycotted. Others, under investigation by boycott 
authorities, cannot bid on Kuwaiti government tenders, although 
their goods can still be marketed through non-tender sales. At 
times an American firm can be caught between conflicting 
requirements of Kuwaiti and American boycott regulations. Some 
of these conflicts can be resolved to satisfy both Kuwaiti and 
American law, while others remain insoluble. 


U.S. firms encounter Kuwaiti boycott procedures in certificates 
of origin, letters of credit, shipping documents, some 
provisions of tenders and contracts and in requests from the 
Kuwait Boycott Office to furnish information about the firm's 
business relationships. Generally, the receipt of a request to 
participate in a restrictive trade practice or boycott must be 
reported to the U.S. Department of Commerce, although there are 
some exceptions. For more information on the exceptions and/or 
answers to questions about boycott regulations or problems, 
American firms should contact the Office of Antiboycott 
Compliance, U.S. Department of Commerce, Washington, D.C. 
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Getting Into The Market: The importance of a local agent or 
representative should always be kept in mind when attempting to 
penetrate this market. This local partner can provide timely 
notification to U.S. firms about tenders and can be the link 
maintaining contact between U.S. firms and Ministry officials 
and decision makers. U.S. businessmen should plan to make 
frequent trips to Kuwait to meet with potential local 
agents/distributors and clients. Use of the Department's 
Agent/Distributor Service (ADS) is also encouraged for this 
purpose. More information on this service is available at the 
nearest Department of Commerce District Office. 


In the current market environment, joint ventures with Kuwaiti 
firms may be the best means for competing for project work. 
Management control, limited liability for the partners and 
shelter from Kuwaiti corporate taxes are advantages which can 
be found in a joint venture. Other advantages are increased 
profits and greater incentives on both sides to have the 
business succeed. Joint venture arrangements are generally 
flexible enough to assure a generous split of profits, not 
confined to the respective shares of ownership of the venture. 
Joint ventures also provide the American firm an opportunity to 
(a) get better acquainted with the Kuwaitis and their market; 
(b) find and exploit commercial opportunities more easily; and 
(c) price their work and services more competitively. This 
last is particularty true for American consultants in joint 
ventures who can also bid on a wider range of projects in 


conjunction with a local firm. Moreover, if they win more 
projects, their role in drawing up tender specifications for 


future projects could bolster opportunities for U.S. traders 
and suppliers. 





